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POWERS PROPOSED TO BE TRANSFERRED TO THE 
DIRECTOR FOR MUTUAL SECURITY 


FoREWORD 


Section 502 (c) of the Mutual Security Act of 1951 (Public Law 
165, 82d Cong., Ist sess.) required that the President inform the 
Committee on Foreign Relations of the Senate and the Committee 
on Foreign Affairs of the House, which of the powers, functions, and 
responsibilities transferred from the ECA to the Director for Mutual 
Security by subsection (b) (2) are found by the President to be 
necessary to enable the Director, after June 30, 1952, to carry out 
the duties conferred upon him by section 503. Pursuant to section 
502 (c), the President has sent the following letter to the afore- 
mentioned committees along with a report prepared by the Director 
of the Bureau of the Budget. 

THe Waite Hovss, 
Washington, March 26, 1952. 
Hon. Tom CoNnNALLY, 
Chairman, Committee on Foreign Relations, 
United States Senate, Wash ington 25, D.C. 


My Dear Mr. CHarrkMan: Pursuant to section 502 (c) of the Mutual 
Security Act of 1951 (Public Law 165, 82d Cong., Ist sess., approved 
October 10, 1951), | hereby inform the Committee on Foreign Rela- 
tions of the Senate that I have found that, except as hereinafter set 
forth, all of the powers, functions, and responsibilities transferred to 
the Director for Mutual Security by subsection (b) (2) of section 502 
of said act are necessary to enable the Director for Mutual Security, 
after June 30, 1952, to carry out the duties conferred upon him by 
section 503 of said act. 

Powers, functions, and responsibilities under the Economic Co- 
operation Act of 1948, as amended, with respect to the following are 
not necessary to enable the said Director, after June 30, 1952, to 
carry out the duties so conferred upon him: 

|. Creation of a corporation (sec. 104 (d)). 

2. Consultation with the Secretary of State in the specific manner 
prescribed in section 105 (b). 

3. Consultation between the chief of the special mission and the chief 
of the United States diplomatic mission in the specific manner pre- 
scribed in section 109 (b). 

1. Guaranty of investments in enterprises producing or distributing 
informational media (see. 111 (b) (3 

5. Procurement and increased production in participating countries, 
under sections 115 (1) (1) and 117 (a), of materials which are required 
by the United States as a result of deficiencies or potential deficiencies 
in the resources within the United States; and purchase, under section 
115 (i) (2), of strategic and critical materials in any participating 
country. 


(1) 
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6. Promotion and development of travel by citizens of the United 

States to and within participating countries (sec. 117 (b)). 

. Payment of ocean freight charges of relief supplies and packages 
(sec. 117 (d)). 

The findings under section 502 (c) have been framed in terms of a 
specification of powers to be discontinued rather than powers to be 
continued. This approach has been adopted because by the enactment 
of section 503 the Congress has already limited the range of the Direc- 
tor’s responsibilities with respect to the activities of the Mutual Security 
Agency, thereby anticipating the action which had originally been con- 
templated would result from the finding under section 502 (ce). 

The Congress, in the Mutual Security Act, reaffirmed the proposi- 
tion that the mutual security efforts of the free world should not fail 
because some cooperating countries cannot now provide all the physical 
and financial resources required for defense mobilization. The Mutual 
Security Agency already has adjusted its programs and organization, 
and has curtailed some functions and modified others in order to direct 
its full effort to the objectives of the mutual security program. Under 
section 502 (b) (2) of the act, however, the Mutual Security Agency 
now is using to support mutual defense the same major powers and 
functions which originally were needed to assist economic recovery. 

This experience has shown that the basic powers of the Economic 
Cooperation Act, appropriately redirected toward the new objectives, 
are necessary to enable the Director for Mutual Security, after June 30, 
1952, to carry out his responsibilities under section 503 of the Mutual 
Security Act. Those provisions of the Economic Cooperation Act 
which are not required for this purpose are set forth in the above 
finding. 

Although the Mutual Security Agency’s authority to subsidize 
relief shipments and to make guaranties of informational media 
investments will be discontinued, it is essential that these activities 
be carried on after June 30, 1952. There has been submitted for 
the consideration of the Congress as a part of the 1953 mutual secur- 
ity legislation a request for authority and funds which would permit 
the President to designate any department or agency of the Govern- 
ment to carry on the function of subsidizing relief shipments. At 
an early date there also will be submitted for the consideration of the 
Congress a request for authority to enable the Government to con- 
tinue the work of guaranteeing investments in informational media 
enterprises. 

I am enclosing for your information copies of a report relating to 
the foregoing prepared by the Director of the Bureau of the Budget. 

Sincerely yours, 


Harry S. TrumMAN. 
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Executive OFFICE OF THE PRESIDENT, 
Bureau or THE Bupeer, 
Washington 25, D. C., March 18, 1952. 


REPORT TO THE PRESIDENT 


Subject: Continuation after June 30, 1952, of powers, functions, and 
responsibilities established by the Economic Cooperation Act of 
1948, and other laws. 


I. INTRODUCTION AND RECOMMENDATIONS 


Introduetion 


Section 502 (c) of the Mutual Security Act of 1951 provides as 
follows: 


Not later than April 1, 1952, the President shall inform the Committee on 
Foreign Relations of the Senate and the Committee on Foreign Affairs of the 
House of Representatives which of the powers, functions, and responsibilities 
transferred to the Director by subsection (b) (2) are found by the President to be 
necessary to enable the Director after June 30, 1952, to carry out the duties 
conferred upon him by section 503. The termination provisions of section 122 
of the Economic Cooperation Act of 1948, as amended, shall come into effect on 
June 30, 1952, and none of the powers, functions, and responsibilities conferred 
by that Act shall be exercised after that date, except those powers, functions, 
and responsibilities found necessary to enable the Director to carry out the duties 
conferred on him by section 503 of this Act, which powers, functions, and responsi- 


bilities unless otherwise provided by law shall continue in effect until June 30, 
1954. 


Section 503 provides: 


After June 30, 1952, the Director, on behalf of the President and subject to his 
direction, shall, in consultation with the Secretaries of State and Defense, continue 
to have primary responsibility for— 

““(a) the development and administration of programs of assistance de- 
signed to sustain and increase military effort, including production, construc- 
tion, equipment and matériel in each country or in groups of countries which 
receive United States military assistance; 

““(b) the provision of such equipment, materials, commodities, services, 
financial, or other assistance as he finds to be necessary for carrying out 
mutual defense programs; and 

““(¢) the provision of limited economie assistance to foreign nations for 
which the United States has responsibility as a result of participation in 
joint control arrangements when the President finds that the provision of 
such economic assistance is in the interest of the security of the United States.”’ 


The Bureau of the Budget has examined the current and prospective 
programs and operations of the Mutual Security Agency to ascertain 
which of the various powers, functions, and responsibilities established 
by the Economic Cooperation Act of 1948, as amended, and related 
laws are necessary for the Director for Mutual Security to carry out, 
after June 30, 1952, the responsibilities enumerated in section 503 of 
the Mutual Security Act of 1951. The following recommendations 
are concurred in by the Director for Mutual Security, the Secretary 
of State, and the Secretary of Defense. 

Recommendation 


It is recommended that the various powers, functions, and responsi- 
bilities previously vested in the Economic Cooperation Administra- 
tor and transferred to the Director by the Mutual Security Act, ex- 
cept for those noted below, be continued after June 30, 1952. The 
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Bureau of the Budget has concluded that, although the purposes to 
which assistance is being directed have changed under the mutual 
security program, the major functions authorized under the Economic 
Cooperation Act must be utilized to accomplish the new goals. 

The powers of the China Aid Act of 1948 and the China Area Aid 
Act of 1950 also will be needed by the Director after June 30, 1952, 
to carry out his responsibilities. 

The Mutual Security Agency already has adjusted many of its 
operations and recast some of its functions in order to fulfill its new 
assignment. The performance of many of the functions which must 
be continued may be further modified. However, the following 
powers, functions, and responsibilities established by the Economic 
Cooperation Act do not appear to be necessary to enable the Director 
to carry out his duties after June 30: To create a corporation (sec 
104 (d)); to furnish informational media guaranties (sec. 111 (b) (3)); 
to promote travel by United States citizens in participating countries 
(sec. 117 (b)); to pay ocean freight charges of relief packages and 
supplies (sec. 117 (c)); to promote procurement and increased produc- 
tion in participating countries of materials in which the United States 
is deficient (secs. 115 (i) and 117 (a)); to consult with the Secretary of 
State in the specific manner prescribed in section 105; and to partici- 
pate in the consultation precedure between the chief of the special 
mission and the chief of the United States diplomatic mission in the 
specific manner prescribed in section 109 (b). 


Il. DISCUSSION 


A. Purposes of economic assistance under the Mutual Security Act 

By the middle of 1950, the goals of the Européan recovery program 
in many instances had been substantially achieved. Under new 
legislation, a start had been made to extend assistance by the United 
States to countries in the general area of China. The Communist 
aggression in Korea that year, however, forced the free world to accept 
the additional burden of intensifying preparation to defend against 
other Communist-armed threats. It was recognized, therefore, that 
our economic aid should be used to augment the security efforts of 
friendiv nations. As rearmament plans were developed, it became 
apparent that while the purely recovery needs of these countries were 
diminishing, further economic assistance from the United States be- 
yond the fixed expiration date of the Economic Cooperation Act would 
be necessary for them to achieve established defense goals. This 
need for continued assistance in order to achieve more specific security 
objectives was recognized by the Congress in passing the Mutual 
Security Act of 1951. 

The programs of the Mutual Security Agency now are designed to 
provide the marginal assistance required to enable countries partici- 
pating in mutual defense efforts te expand their financial and produc- 
tive capacity to build their armed forces, to increase the production 
of military goods, to construct bases, airfields, and other necessary 
facilities, and to take related actions. By preserving recovery gains, 
the programs provide the economic base on which defenses are being 
built, and diminish the possibility that economic dislocations may 
lead to internal subversion. MSA programs contribute to the secu- 





5 


rity of the Far East bv supporting defense activities, and by attacking 
hunger, sickness, and other causes of the current civil unrest. 

The size of our assistance programs in most countries now depends 
upon a given level of military effort. For European nations, the 
amount of United States aid planned under bilateral agreements is 
related to the commitments made by those countries to the North 
Atlantic Treaty Organization defense arrangements. As a general 
rule, funds are released only as the agreed-upon plans are implemented. 

The present and projected Mutual Security Agency programs 
differ markedly from the activities under the recovery program which 
were directed primarily toward closing the ‘dollar gap.” Economic 
Cooperation Administration operations previously were designed to 
increase the production of export goods and to decrease the need 
for goods produced in the dollar areas. Aid was allotted principally 
on the basis of assurances to relax trade restrictions, to promote 
financial stability, to expand foreign trade, and to take other steps 
to reduce dollar deficits. 


B. Modification of functions under the Eeonomic Coope ration a\ct to 
conform to new programs 

Study of the revised Mutual Security Agency programs has shown 
that the basic functions which have been necessary to provide assist- 
ance for recovery are actually those required to further mutual secu- 
rity objectives. Certain other functions, however, now may be dis- 
continued, and certain others modified in the manner in which they 
are exercised. The functions which should be continued, and the 
extent to which others now may be discontinued or modified, are 
discussed below. 

1. All major functions must be continued —The major powers and 
functions of the Economic Cooperation Act, though designed for 
recovery purposes, have proved through recent experience to be 
readily adaptable and essential to the new Mutual Security “A gency 
programs directed to military support. They will be needed by the 
Director for Mutual Security to fulfill his assignment. The follow- 
ing paragraphs cover the principal functions, and briefly explain their 
changed uses. 

Under the Economic Cooperation Act, for example, the Adminis- 
trator is authorized to furnish aid in the form of commodities and 
services. Commodities and equipment from this country helped the 
Marshall plan nations to recover their economic strength. Although 
the general composition of commodity aid remains much the same, 
its end uses have changed in many respects. Coal, machine tools, 
and other materials from this country now are enabling our allies 
to manufacture their share of the military weapons and facilities 
required to support our joint effort. Indeed, without this kind of 
help, the economic conditions making possible the required military 
efforts could not be maintained. 

Under the authority of the act, technical assistance was provided 
to export industries and to capital goods manufacturers to increase 
the dollar earning power of the participating country economies. 
This identical authority has been used since the enactment of the 
Mutual Security Act to send American technicians abroad to assist 
manufacturers of such military goods as combat vehicles, artillery, 
electronics equipment, ships, weapons, and small arms. In addition, 
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the Mutual Security Agency technical assistance program already 
has been directed to produc tion problems in defense-supporting indus- 
tries such as iron and steel, pipe and tube rolling and drawing, iron 
foundry, forging and stamping, coal mining, oil refining, electroplat- 
ing, and so on. In the Far East, most kinds of technical assistance 
have a direct bearing on the security of the area. 

The Administrator originally used his power to approve disposition 
of local currency accounts to guide these funds into channels of invest- 
ment useful to the economic reconstruction and stability of participat- 
ing countries. The Congress, in the Mutual Security Act, recognized 
the potential security uses of local currencies. Sizable amounts of 
counterpart are now being released jointly by the United States and 
participating countries to finance military production, construction, 
equipment, and matériel. Decisions on the amount of counterpart 
to be released and its uses will have a direct impact on the size and 
content of national expenditures, including military budgets. 

The Economic Cooperation Act authorizes the transfer of funds to 
certain types of international institutions. The authority thus far 
has been used for contributions to the European Payments Union, 
which has contributed to the facilitation of trade between European 
countries. The use of this authority may be necessary in connection 
with arrangements to clear transactions for the exchange of military 
items among North Atlantic Treaty Organization countries. These 
efforts represent a major step toward regional unification. 

2. Terms of assistance.—The Administrator is authorized to supply 
commodities and services in the form of grants, upon payment in cash, 
on credit terms, or on other terms of payment. 

The continuation of the power to furnish assistance under several 
financial arrangements is essential. The largest part of the aid sup- 
plied necessarily must be in grants because many recipient countries 
are incapable of assuming substantial additional debt. Bankable 
enterprises in other participating countries are receiving loans from 
the Export-Import Bank of Washington, which has the funds and 
authority for foreign lending. To preserve flexibility, the power to 
provide assistance on other credit terms, including repayment in 
materials, will continue to be needed. 

3. Supporting functions to be continued.—The Economic Coopera- 
tion Act provides for other functions which influence the use of aid, or 
otherwise contribute to the objectives of economic assistance. Some 
of these supporting functions are necessary for mutual security 
Pcs 

The act, for example, directs the Administrator to give full publicity 
reg rardir ig assistance including its purpose, source, and character, and 
Congress otherwise authorized Economic Cooperation Administration 
information activities of a broad kind to promote the objectives of 
the recovery program. Information activities supported by the use 
of counterpart funds will continue to be important to the objectives 
of the mutual security program and this authorization should be con- 
tinued. These activities, however, are being geared to the more 
specific objectives of the mutual security program and are being inte- 
grated with related activities so that a single comprehensive United 
States program is achieved. Steps toward this objective will be con- 
tinued under procedures established pursuant to section 507 of the 
Mutual Security Act. 
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The power to guarantee American investments in countries in- 
cluded in the mutual security program against expropriation and the 
inability to convert earnings underlies another supporting activity 
which should be continued. The guaranty program, although not 
now a major activity in the Mutual Security Agency, will assist in 
securing the participation of American private investment in the 
program abroad. Since the Mutual Security Act extends the guar- 
anty authority to all areas of the world to which assistance is being 
furnished, additional plans to utilize this authority are being con- 
sidered. 

4. Supporting functions to be disconiinued.—Some supporting func- 
tions which contributed to the rehabilitation of weakened economies 
are not needed to achieve mutual defense plans. ‘Therefore, these 
functions, which are discussed below, either should be terminated or 
be made a part of the long-range programs of permanent Government 
agencies. 

The Administrator is authorized in the Economic Cooperation Act 
to work jointly with the Secretary of Commerce to promote travel 
by United States citizens abroad. ‘Tourist trade for several years 
has been a major source of dollar earnings for countries in Europe. 
The dollar gap must, of course, continue to be a matter of profound 
concern to our national policy: European economic and _ political 
health will be jeopardized unless Europe can earn more dollars to buy 
from us military goods and goods vital to the functioning of its 
economy. Programs for increasing dollar earnings through promotion 
of American tourism, however, are remote from the defense support 
programs of the Mutual Security Agency. 

The guaranty of investments in enterprises for the distribution of 
United States books, magazines, films, and other informational media 
has increased the supply of such materials abroad. The informational 
benefits of this program, however, have been of a general kind and 
are not, therefore, in direct support of the more specific objectives of 
the mutual security program. Accordingly, this function may now 
be discontinued in the Mutual Security Agency. There will be sub- 
mitted for the consideration of the Congress a request for authority 
to enable the Government to carry on this function. 

The Administrator is directed to pay ocean freight charges on relief 
packages to countries receiving aid. The Economic Cooperation Ad- 
ministration contributed to the shipment abroad of large quantities 
of private relief supplies which have earned much good will for the 
United States. In recent years there has been a marked decline in 
the use of this subsidy. Although this program is an effective auxili- 
ary to our foreign policy, it does not contribute directly to the mutual 
security program and therefore should not be carried on by the Mutual 
Security Agency. There has been submitted for the consideration of 
the Congress as a part of the 1953 mutual security legislation a request 
for authority and funds to permit the President to designate any de- 
partment or agency of the Government to carry out this function. 

Sections 115 (i) and 117 (a) of the Economic Cooperation Act 
direct the Administrator to promote the procurement and increased 
production of materials in which the United States is deficient. 

There can be no doubt about the importance of increased supplies 
of strategic and critical materials to the military production of the 
United States and its allies. The Mutual Security Agency, as part 
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of its country programs, will continue to emphasize and support ma- 
terials projects through use of direct assistance and counterpart funds. 
The functions assigned by the act, however, primarily involve increas- 
ing production for the United States stockpile. This task is more 
directly related to other United States programs than to overseas 
defense support activities. 

The President has established a special agency, the Defense Ma- 
terials Procurement Agency, to increase the production of essential 
materials both in this country and abroad for use in the United States. 
Under a recent agreement, DMPA, as agent for the Mutual Security 
Agency, is operating projects, previously supervised by the Economic 
Cooperation Administration, the production of which will go to the 
United States. The DMPA, in close coordination with MSA, but 
with its own funds and loan authority, can continue to initiate and 
develop projects of this type. The United States defense build-up will 
better " served if all the materials development projects primarily 
related to United States procurement are administered as part of a 
single, aan program. The Director for Mutual Security, 
therefore, will not continue to require the powers contained in sections 
115 (i) and 117 (a). 

It should be pointed out that section 115 (b) (5) of the Economie 
Cooperation Act, requiring that bilateral agreements shall make appro- 
priate provision for facilitating the transfer to the United States of 
deficiency materials, will be continued. Furthermore, through the 
continuance of section 115 (h), not less than 5 percent of each counter- 
part account will continue to be reserved for the use of the United 
States Government for the purchase of deficiency materials which are 
required by the United States, and for other purposes. 

5. Administrative functions to be continued—The Economic Coop- 
eration Administrator was provided with operating flexibility which 
contributed substantially to the effeetive de ‘velopment and adminis- 
tration of a dynamic program of economic recovery. The Director 
for Mutual Security now is responsible for an equally dynamic pro- 
gram, and he will continue to need similar administrative authority. 

The internal structure of the Economic Cooperation Administration 
and Mutual Security Agency has been revised as economic assistance 
objectives and programs have changed. Reductions in MSA per- 
sonnel have been made beyond the 10-percent reduction required by 
the Mutual Security Act. The special country missions and the 
European office of the Agence y have undergone personnel changes in 
line with revised assignments. MSA staff overseas are engaged in 
reviewing country capabilities and ¢ ommodity requirements. They 
assist European producers to eliminate bottlenecks in military pro- 
duction, and they assist United States armed services and their con- 
tractors to locate and develop European sources of items to minimize 
the drain on searce United States supplies. 

In addition to providing customary administrative powers, the 
Economic Cooperation Act empowers the Administrator to employ 
persons for overseas service at Foreign Service rates and to have 
overseas employees appointed to the Foreign Service. 

With the exceptions cited below, the Director for Mutual Security 
will need all the administrative powers in the Economic Cooperation 
Act to carry on his functions and responsibilities under the Mutual 
Security Act. 
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The Economic Cooperation Act required countries to allocate to 
the use of the United States Government 5 percent of the counterpart 
deposited against the grant aid they receive. These funds have been 
used, under the review of the Bureau of the Budget, to meet adminis- 
trative and other essential expenses, and the provision should be 
continued. 

Administrative functions to be discontinued —The power to create 
a corporation, with the approval of the President, has never been 
utilized, and does not seem necessary to the discharge of the Director’s 
responsibilities. 

Sections 105 (b) and 109 (b) of the act provide for coordination 
between the Administrator and the Secretary of State, and between 
the chief of the special mission and the chief of the United States 
diplomatic mission, respectively. These provisions have largely been 
superseded by the Mutual Security Act, but to eliminate possible 
confusion they should not be continued after June 30, 1952. Section 3 
of Executive Order 10300 provides for coordination between the Sec- 
retary of State and the Director for Mutual Security in order that 
mutual-security programs shall be carried out in conformity with the 
established foreign policy of the United States. Under section 507 of 
the Mutual Security Act, the President is providing for the country- 
level arrangements to govern the administration of the mutual-security 
program. 

Other laws 

Several other laws confer powers, functions, and responsibilities on 
the Economic Cooperation Administrator which now have been trans- 
ferred to the Director by the Mutual Security Act. 

1. The China Aid Act of 1948—The China Aid Act of 1948 author- 
izes the Administrator to furnish aid to China under the applicable 
provisions of the Economic Cooperation Act. It also contains specific 
provision for the establishment of the Jomt Committee on Rural 
Reconstruction in China. Title III of the Mutual Security Act now 
provides for aid to the general area of China. The China Aid Act, 
with the exception of the JCRR provision, does not, of itself, establish 
any new powers, functions, or responsibilities. ‘The striking success 
of the JCRR in strengthening the economy of Formosa argues strongly 
for the retention of the act and its use in support of the mutual-defe nse 
program now being carried on there. For this reason, it is recom- 
mended that the Administrator’s functions under the act be continued 
after June 30, 1952. 

2. The China Area Aid Act of 1950.—The China Area Aid Act of 
1950 assigns to the Administrator responsibility for furnishing aid to 
countries in the general area of China pursuant to the applicable 
provisions of the Economic Cooperation Act. Aid to that area is now 
covered by title III of the Mutual Security Act, which similarly 
authorizes aid to be furnished under applicable provisions of the 
Economic Cooperation Act. The China Area Aid Act does not estab- 
lish any new powers; aid furnished pursuant to its provisions depended 
upon the exercise of powers conferred by the Economic Cooperation 
Act. There are, however, some residual activities, such as the use of 
certain counterpart funds, which depend upon the authority originally 
contained in this act. For that reason, the powers, functions, and 
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responsibilities established by the act need to be kept in legal force 
for the time being. 

3. The Far Eastern Economic Assistance Act of 1950.—The Far 
Eastern Economic Assistance Act of 1950, as amended, authorizes 
the Administrator for Economic Cooperation to furnish assistance to 
the Republic of Korea pursuant to the applicable provisions of the 
Economic Cooperation Act. The Mutual Security Act, in section 
303, provides that the functions of the Administrator under that act 
shall be performed by such departments or agencies of the Government 
as the President shall direct. 

4. The India Emergency Food Aid Act of 1951.—The India Emer- 
gency Food Aid Act of 1951 authorizes and directs the Administrator 
to provide emergency food relief assistance to India on credit terms. 
The major part of this task will be accomplished by June 30, 1952 
The remaining functions will be liquidated as appropriate under the 
provisions of the Economic Cooperation Act. 

F. J. Lawton, Director. 
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